By RUSSELL B. SCHOLL

The International Investment Position of the United States:
Developments in 1981

THE net international investment
position of the United Siates in-
creasred 338.7 billion in 1881, the third
congecutive large increaze (table 1)
Am in 1980, there was a substential
axpangion in bank-reported net clalms
on foreigners, particularly in the
Eurodollar market. The net direct in-
vegtment position declined for the
firat time in the post-World War 11
period. An unusually large increase
in foreipn direct invesiment in the
United States exceeded an unusually
small inérease In U.S. direct invest-
ment sbread.

1J5. bank claims on foreigners, es-
patially with own foreign offices, re.
flected increased activity in the Eure-
dellar mearkets. Alse, bank-reported
customer claims wers up significant-
ly. U.8. bank liakilities to foreigners
incressed largely in accounts due own
foreign offices, particularly in the
setond and third quarters when inter-
bank borrowing costs in the United
States were much higher than those
abroed. Both bank.-reported claims
and liabilities were boosted by the es-
tablishment of Intexnational Banking
Facilities (IBF's) in the United States
near yearand, and the related trans-
fer of cleims and liabilities from
abropd.' Dirset investment flows re-
flected a record increase in foreign
direct investment in the United
States. Some unusually larges foreign
acquisitions and stepped-up use of for-
eign parents’ funds contributed to the
inflows. The increase in U.S direct
investment abroad slowed markedly,
partly due to U.S. parents’ heavy bor-
rowing of affiliates’ funds abd a busi-
hess slowdown abroad.

Hore—Harlan King and Helen Lewis con-
tributed to the preperation of thig article,

1. For a bea description of IBF'a, sae "U.E. Intema-
tiwnel Tranasctizns, rth Guarter and Year 1981,"
52 Sumver if CursenT Busiess (Marck: 189582), 44,

q2

The net U.S international invesi-
ment position wee 31603 hillion at
vaarend 1881, 1.8, assets sbroad in-
creasad $110.6 billion to $717.4 billion,
plmoest entirely due to caepital flows
{tebles 2 and 3). Forgigon asgets in the
United States lncreased $71.9 billion
to $557.1 hillion; cepital flows more
than sccounted for the increass, and
were partly offset by a large down-
ward valuation adjustment to foreign
holdings of US. corporate securities.

Relationship of capiial flows to the
current geocount

In terms of accounting entries, the
rnat capital flow component of the

. U8, internationz]l investment posi-

tion is the mirrar image of the bal-
ance on current account in U.S, inter-
national transactions, plus the alloca-
ticn of special drawing rights (SDR’s)

by the International Monestary Fund
{IMF), and an entry for the statiztical
discrepancy in the accounts. Howaver,
because capital flows and current-ac-
count transactions are simultaneousty
determined and interact through ex-
change rates and other factors, there
is no simple ¢ause and effect relation-
ship between them.

The large 1981 increase in the net
investmant pogition occorred  al-
though there was only a moderate
rise in the V.S, current-account sur-
plus. In fact, over the past 3 years,
the net international investment posi-
tion inereased $84.1 billion, although
the current sccount had a camulative
aurplus of only $5.5 billion. This
anomaly may he explained by the
large curmulative statistical discrepan-
cy—almost $80 billien—during the
sama pariod that probebly was in

Table 1.—Sarmmary of Changed in the Net Internatlonal Investment Position of the Unlied Siates
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large part accounted for by unrecord-
ed capital inflows. If these inflows
had been recorded, the intrease in the
net investment position would hava
baen correspondingly smaller. There-
fore, the net investment position is
only a rough indicator of the interna-
tional halance sheet of the [rnjted
Stetes at the end of eny given pericd.

Changes in 1.5, Asseis Abroad

Rank claimg

Claims on foreigners reported by
11.58. hanks increased $89.7 hillion, or
44 percent, to $293.5 billion in 1981
(tablea 2 and 3). Capital outflows—
augmented by the esteblishment of
IBF's, continued strong interbank
lending, amnd record customer pur-
chases of Eurpdollar certificates of de-
posit (CDrs)—accounted for $34.5 bil-
lion of the total. A $5.1 bhillion in-
crease was due to expanded reporting
coverage. Almost one-half the year's
increase otcurred in the fourth quer-
ter; more than G0 percent of that in.
erease reflected the December estab-
lishment of IBF's.

Nearly gll of the IBF activity repre-
seited transfers of existing balances
from domestic and foreipn offices’
hooks. Transfarg from 1.8, offices did
not change outstanding international
assats or lisbilities because their U.S
residence remai unchanged. About
$26.0 bilon in claims on foreigners
were transferred from the books of
forelgn offices, primarily of US-
ownad banks, ga residence shifted to
the U.S. IBF. By vearend, IBF claims
amounted to $62.5 billicn (table 4).

Excluding the transfers from for-
eign offices to IBF's, bank-raported
outflows were $98.5 billion. Banks'
own claims increased B483 billiom;
¢laims of U.2.-owned banks on foreign
pifiliatad banks accounted for over 50
percent of the increase. This inter
bank lending reflected high and vola-
tile 118, interest rates, and at times,
large  differentizls between the
{higher) T1.8. prime and {lower]
London Interbank Odfered (Libor) bor-
rowing rates. These differentials en-
couraged the booking of loans abroed,
by both U.S-owned and foreign-owned
banks, especially in the first and
fourth quarters.

1.8, bank-reported clzims on unaf-
filisted foreign banks wmlsc increased
strongly; the increase in ¢laims on
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nonhank foreigners slowed sliphtly,
due to the influence of a strong dollar
and high 11.8. borrowing costs. An ex-
eoption was a lerge increase in claima
on Mexico.

Bank-reported customer claimsg in-
creased $10.2 billion, largely reflect.
ing purcheses for U.5. money market
mutual funds of high-yield Eurodoliar
CD's iesued by U.5. banking offices in
the United Kingdom.

Foreign securities

Holdings of foreigpn securities by
1.8, regidents increased $0.5 billion to
3629 billion. Although there was a
near record tofal of new foreign bond
ssues, price declines in both foreign
bond and stock markets held the in-
creage in thess investments to less
than 1 percent, the smallest increase
since 1978,

S, residents’ holdings of foreign
bonds increased $2.3 billion to $45.8
billion; $8.1 billion in new bond place-
ments wag offset hy $2.6 billion m re-
demptions and other sales, and s $3.2
hillion nerative adjustment reflecting
a decline in bond prices. Large bond
placements by Canadian provincial
and hydro-clectric authorities resulted
in & S-percent increase in 105, hold-
ings to $26.5 billion. Weatern Eurape-
an placements of $0.8 hillion were
olfset by price declines, so that U5
holdings were unchangad at F7.7 hil-
lion. There were $1.1 billion of plece-
ments by the World Bank, the first in
the 11.5. market since 1¥77.

US. residents’ holdings of foreign
stocks decreased $1.8 billion, reflect-
ing a daecline in market prices. Darlin.
ing business activity abroad and de-
preciating foreign currencies discour-
aged purchases by US. investors. A
14-percent decline in Canadian stock
prices contributad to a 19-percent de-
cline in T.5. holdings to $9.6 billion.
Small purchases of Western European
gtocks in the first half of the year
were offset by price declines in the
second half; only Japanese securities
ineressed in price and in the value of
holdings.

0.8 direct incesiment abroad end
oifker private arels

US. dirset investment abroad in-
craaged $11.8 billion to $227.3 bil
lion—far less than the increases in
1978-80, when Dbusiness activity
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abroad was, in general, expanding
and earnings of petroleum companies
were enhanced by rizing petroleum
prices. Economic slowdown in West-
ern Eurcpe curtailed investment in
1881, In addition, beceuse borrowing
costs in Europe were substantially
lowsr than in the United Stetes,
many U.8. companies borrowed from
their foreign affiliates, thus reducing
11.5. asseis abroad. UE. company bor-
rowing via Netherlands Antillean fi-
nance affiliates’ debt jagues acceler-
ated in 1981, Much of this berrowing,
the proceeds of which were largely re-
patriated to the parent, was in the
form of medism-term notes, somne
with convertible featurss and fleating
rates, and guaranteed by the parent
company.? Other capital inflows (re-
ducing assete abroad) reflected in.
creased intercompany accounts pay-
able, especiaily in the automotive in-
dustry. Alsg, there wers reduced
parent equity contributions to foreign
affiliates, and seles of Canadian and
other affiliates. The capital gains on
sale of the Canadian (primarily petro-
leum) affiliates contributed to 2 posi-
tive valuation adjustment.?

(ther claims on foreigners roported
by nonbanking concarns-—largely off-
ghore bank deposits, trade receivahles,
and short-term balances with unaffi-
liated foreigniers—were unchanged at
$35.0 hillion,

U5 offlciel reserve asscle and ofher
U8 Government asacls

1.5, official reserve assets incrensed
$8.3 billion to $30.1 billiom, degpite: a
$1.9 hillion decline in wvalue Bs &
regult of the dollar's eppreciation.
The US. reserva position with the
IMF nearly doubled to §6.1 billion, re-
flecting increased uvse of dollars in
Fund operations. A nambar of non-
OPEC develaping countries, facing ex-
ternal payments imbalances, relied
hesvily on IMF focilities in 1081,
Holdings of SDR's increased $1.5 bil-
liom, reflecting sales hy foreign coun-
tries of SDR’s to the United States for
1.8, dellars and 31.1 killion from the
last of three annual allocations au-
thorized in 1978,

(Tert coutivened ou P, 4i)

Z. For details, see "TU.5 International Transactizne,
First Quarter 191" ,61 Survey Wane LE81),

4. For detsils, ses “U.5, Direct Tnvestment Abroad
in 188Y" |n this bane.
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Foreign currency holdings in-
creased in the first quarter, but stea-
died thereafter, as U.8, authorities re-
frained from intervention in exchange
markets. In the second half of 1981,
the equivelent of §1.9 billion of U.S.
Treasury forsign-currency-denominat-
ed notes matured. The resulting $0.9
billion net increase in foreign curren-
cy holding was more than offest by a
declineg in the value of these holdings.

Other CGovernment assets inereased
550 billion, about the same as in
1988, to $68.5 billion. An increasze in
capital subscriptions to intermational
financial institetions wae offset by a
deecline in Export-Import bank lend-
ing.

Changes in Foreign Asseis in
the United States

Forelyn offteial aasels in the United
Stutes

Foreign official masets in the United
States inereasad $4.2 hillion in 1981 to
$180.1 billion. An increase in cofficial
holdings of OPEC members in the
Middle East and of several non-OPEC
developing countries more than offeet
n dacrease in holdings of Wagtern Eu-
ropean countries, as they supported
their currencies in exchange markets.

Although the investible surples of
OPEC members declined to about $60
hillion in 1981 from %110 billion in
1930 due to lower petroleum receipts,
official dollar aseets placed in the
Tnited States were about the same in
both years—312-18 hillion. High in-
terest rates and a strong delier con-
tributed to the increase in the share
of sasets placed in the United States
by OPEC members, to 19 from 11 per-
cent. As in 1980, longer term invest-
ments, capecially marketable Treas-
ury bonds, were prefarred. Smaller
amounts were placed in Federal
agency and corporate bonds and
etocks, Nearly all of the 1981 increase
was ettributable top Saudi Arabia,
Kuwait, and the United Arab Emir-
ateg. By the second half of 1981,
OFPELC members a5 & group became
net borrowers in the Eurocurrency
markata.

Official dollar assets of non-OPEC
developing countries also increased.
Several countries in Latin America
and Asia, especially Mexico, Singa-
pore, and Malaysia, replenished their

SURVEY OF CURRENT BUSINEBS

Augugt 1852

Table 4.—11.8. Bank-Reported Clnima and Liabikities, Including Interastionsl Banking Faclilibas*
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dollar holdings of shortterm 118
Treasury obligetions and bank depos-
ita.

Induetrial countries sharply re-
duced their dollar aseets, using tha
funds to intervane in support of their
currencies in exchange markets.
Much of the $12.2 billion decrease,
mainly in Treasury securities and
short-term bank deposita, otcurred in
the pecond and third quarters, whan
U5 interest rates surged and the
dollar strengthened. In sddition, dol-
lars were wsed to limit movemenia
smong European Monetary System
currencies. France, the United King-
dom, and Germany inenrred the larg-
est reductions. Cenade, which bor-
rowad heavily in Burecurrency mar-
kets, and Japan, with its improved
payments poaition, incressed their of-
gmia.l dollar assets in the Tnited

tates.

Other foreign assels

0.5, labllities to private foreigners
and international financial inatitu-
tions ¥ by US8. banke in-
creased $48.6 billion. Of that, n $2.3
hillion increase was due to
reporting coverage. About one-half of
the $41.3 billion in cgpital inflows oc-
curred in the fourth quarter, reflact-
ing the eatablishment of IBF's. Liabil-
ities tramsforred from forsign offices
were 3283 billion; transfers from do-
mestic offices, as with claims, did not
change residence or the TLS. invesi-
ment position.

Other incrasses in 11.8. bank-report-
ed liabilitiss were $125 billion, ap
mederately from 1280, U8B, banks,
facing acceierated domestic and for-
eign loan demand and tight credit
condjtions, borrowed heavily from
their ovn forelgn offices, especially in
the second and third gquarters. Bor-
rowing from offices in the United
Kingdom, Switzerlend, and the Carib-
hean accounted for 30 percent of total
bank-reported inflows in 1981, com-
pared with 5 pervent in 1980. Own
foreign offices atiracted both foreign
and 1.5, deposits due to high Eurodol-
lar depogit rates. The remaining 20
percent of inflows was largely ac-
counted For by deposits of nonbanic
regidenta in Hong Kong, Bwitzerland,
and some capital flight from Mexico,
prior t¢ devaluation of the peso. At
year end ISR, bank-reported lisbil-
itien were $5164.7 billion, including
$47.1 billion of IBF lisbilities (table 4).

Foreign holdinga of U.S. Treasury
securities, excluding official holdings,
increased $2.4 billion to $18.5 billion.
The equivalent of $1.8 billion of for-
gign currency notes issued to Swisg
and German residents a few years
Bgo, were redeemed. Purchasss by
Weatern Europe and the World Bank
accounted for a net inerease in for-
eign holdings of dollar-denominated
Treasury marketahle securities,

Foreign holdings of T1.8. securities
other than gecurities ine
creased only 31.2 billion to 375.3 bil-
lipn at yearend; price declines of both
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gtocks and bonds in the second half of
the vear nearly offset substantial ac-
guisitions in the first half. With stock
prices and the exchange value of the
dollar appreciating during the first
half. foreigners purchased a record
£4 6 billion in U.5. stocks. However,
the second-half decling in stock prices
and in the dollar deferred further net
purchases and reduced the value of
foreign stock holdings by $5.0 billion,
so that the amount outstanding, at
%44.6 billion, was virtually unchanged
from 1980,

Wegtern European stock holdings
increased alightly to $44.9 billion.
Since October 1979, when British ex-
change controls were eliminated, Brit-
ish holdings have increased $9.3 hil-
lion to $14 hillion. Cenadian and
Japanese holdinge of $11.6 billian and
§0.% billion, respsctively, remained
upchanged in 1981, as net purchases
" were offset by price declines. Foreign
holdings were smail relative to the
total value of outstanding U.S. stocks;
they accounted for about 5 parcent of
the value of sharss listed on the New
York Stock Exchange for the past sev-
eral years,

Foreign holdings of U.S. corporate
and other bonda increased §1.2 billion
to $10.7 billion. There were net pur-
chases of $2.1 hillion, partly offset by
2 price decline of $0.8 billion. High
yields, comhined with demand for
dollar-denominated assets, contribut-

SURVEY OF CURRENT BUSINESS

ed to strong foreign demand for U.S.
bonds. To a large extent, this demand
was met by U.S. corporate bond place-
ments through their Netherlands An-
tillean finance affiliates (discussed
mder 1L8. direct investment abroad).

Foreign direct investment im the
United States incremsed a record 31
percent, continuing the petiern of
rapid growth that began in 1978, The
1981 increase reflected a few very
large acquisitions, the high cost of
borrowed funds in the United States,
and U.S. affilistes’ steppedup nead
for funds ag their U3 earnings de-
creaped. Foreign investors' interest
was parily sustained hy the political
stability of the United States, in con-
trast to unsettled conditions abroad.
Foreign investments were spread over
& number of U.5, industries including
patreleum, finance, constroction, real
eatate, and eelected areas of manuface-

tUring.

The $21.4 billion incresse in foreipn
direct investment ¢ FE3.8 hillion, oc-
curred despite a reduction in reinvest-
el asarnings. Three larpe forelgn ac-
quisitiona—a Kuwaili purchagse of
U.B. resource development f(irm, &
British purchase of a large U.5. bank,
and & French acquisition of a US.
mining company—accounted for more
than one-fourth of the increase. Other
smaller foreign equity and intercom-
pany account Inflows were also
strong. U5, affiliates drew on foreign
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parents’ funds by increasing inter-
company payables dug to their par-
ents, while their receiveable position
remained virtually unchanged.*

Liabilities to forsigners reported by
I8, nonbanking concerns decreased
$0.9 billion to $28.9 biilion. A down-
ward valuation adjustment of $1.4 bil-
lion more than offset $0.5 billicn in
capital inflows. Despite reports of
strong borrowing in the Euroecredit
marketa and an estimated $47 billion
in Enrocredits arranged by U5, com-
panies—mainly as backup credit lines
agsoctated with large takecver hids—
reported liabilities increased only
slightly. The small increase partly re-
flects the fact that only & small por-
tion of the backup credit lines were
drawn. Also, there may have been re-
parting problems sssociated with U5
nonbank borrowings abroad, and with
the repatriation of these borrowed
funds; such problems could have been
a conirihuting factor to the large ste-
tigtical discrepancy in the U.S inter-
national accounts, reflacting an un-
darstatement of stuch liabilitles. Cov-
erage in nonbank lishilities has been
expanded to include estimates of for-
eign traders’ positions in 118, com-
modity futures trading. The amounts
are relatively small and are included
from 1577 to the present.

4. Por dotails, s2¢ “Fornlgn Dlreet Investovent in the
United Skates in 1981," in thig kssue.




